REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF KWA SANI MUNICIPALITY FOR THE YEAR ENDED 30 
JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1. I have audited the accompanying financial statements of the Kwa Sani Municipality which 
comprise the statement of financial position as at 30 June 2009, and the statement of 
financial performance, the statement of changes in net assets and the cash flow statement 
for the year then ended, a summary of significant accounting policies and other explanatory 
notes, as set out on pages 2 to 22 of the annual financial statements, included as annexure 
to the annual report. 


The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the basis of accounting determined by the National 
Treasury, as set out in accounting policy note 1 and in the manner required by the Local 
Government: Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read 
with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and section 126(3) 
of the MFMA, my responsibility is to express an opinion on these financial statements 
based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. 

Those standards require that I comply with ethical requirements and plan and perform the 
audit to obtain reasonable assurance about whether the financial statements are free from 
material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 
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6. Paragraph 11 et seq. of the Standard of Generally Recognised Accounting Practice, 
GRAP 1 Presentation of Financial Statements requires that financial reporting by entities 
shall provide information on whether resources were obtained and used in accordance with 
the legally adopted budget. As the budget reporting standard is not effective for this 
financial year, I have determined that my audit of any disclosures made by the municipality 
in this respect will be limited to reporting on non-compliance with this disclosure 
requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 


Opinion 

8. In my opinion the financial statements present fairly, in all material respects, the financial 
position of the municipality as at 30 June 2009 and its financial performance and its cash 
flows for the year then ended, in accordance with the basis of accounting determined by the 
National Treasury, as set out in accounting policy note 1 and in the manner required by the 
MFMA. 


Emphasis of matters 

Without qualifying my opinion, I draw attention to the following matters that relate to my 
responsibilities in the audit of the financial statements: 

Basis of accounting 

9. As set out in accounting policy note 1, the National Treasury approved a deviation from the 
basis of accounting applicable to the municipality in terms of General Notice 522 of 2007, 
issued in Government Gazette No. 30013 of 29 June 2007. 


Unauthorised expenditure 

10. As disclosed in note 26 to the financial statements, unauthorised expenditure amounting to 
R1 232 166 was incurred as expenditure in excess of the budget, fully funded by grant 
funding received after approval of the adjustments budget. 

Irregular expenditure 

11. As disclosed in note 26 to the financial statements, irregular expenditure amounting to R20 
370 was incurred as proper tender processes were not followed. 

Other matters 

Unaudited supplementary schedules 

12. The municipality provided supplementary information in the financial statements on whether 

resources were obtained and used in accordance with the legally adopted budget in 

accordance with GRAP_1 ± Presentation of Financial Statements. A The supplementary budget ( Formatted: Font: Not italic 
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13. The supplementary information set out in appendices A to D and F does not form part of 
the financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

Non-compliance with applicable legislation 

14. Instances of non-compliance with laws and regulations were noted as listed below: 

Municipal Finance Management Act 

• Invoices were not paid within 30 days from the date of receipt by the municipality as 
required by section 65(2)(e) of the MFMA. 

• Contrary to section 122(3) of the MFMA and government Gazette No. 30013, a ( Formatted: Font: italic 
Generally Recognised Accounting Practice implementation plan was not in place and 

had not been submitted to the provincial treasury and the National Treasury. 

Governance framework 

15. The governance principles that impact the auditor’s opinion on the financial statements are 
related to the responsibilities and practices exercised by the accounting officer and 
executive management and are reflected in the key governance responsibilities addressed 
below: 

Key governance responsibilities 


16. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is the 
implementation of key governance responsibilities, which I have assessed as follows: 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in a timely manner 


1 . 

No significant difficulties were experienced during the audit concerning delays or the availability of 
requested information. 



Quality of financial statements and related management information 


2. 

The financial statements were not subject to any material amendments resulting from the audit. 



3. 

The annual report was submitted for consideration prior to the tabling of the auditor's report. 

— 

- 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated deadlines, as set 
out in section 126 of the MFMA. 



Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 



Development and compliance with risk management, effective internal control and governance 
practices 


6. 

Audit committee 
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No. 

Matter 

Y 

N 


• The municipality had an audit committee in operation throughout the financial year. 



• The audit committee operates in accordance with approved, written terms of reference. 



• The audit committee substantially fulfilled its responsibilities for the year, as set out in section 
166(2) of the MFMA. 



7. 

Internal audit 




• The municipality had an internal audit function in operation throughout the financial year. 



• The internal audit function operates in terms of an approved internal audit plan. 



• The internal audit function substantially fulfilled its responsibilities for the year, as set out in 
section 1 65(2) of the MFMA. 



8. 

There are no significant deficiencies in the design and implementation of internal control in respect 
of financial and risk management. 



9. 

There are no significant deficiencies in the design and implementation of internal control in respect 
of compliance with applicable laws and regulations. 



10. 

The information systems were appropriate to facilitate the preparation of the financial statements. 



11. 

A risk assessment was conducted on a regular basis and a risk management strategy, which 
includes a fraud prevention plan, is documented and used, as set out in section 62(1 )(c)(i) of the 
MFMA. 



12. 

Delegations of responsibility are in place, as set out in section 79 of the MFMA. 



Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 



14. 

SCOPA resolutions have been substantially implemented. 



Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a performance report that 
is accurate and complete. 



16. 

Adequate control processes and procedures are designed and implemented to ensure the 
accuracy and completeness of reported performance information. 



17. 

A strategic plan was prepared and approved for the financial year under review for purposes of 
monitoring the performance in relation to the budget and delivery by the Kwa Sani Municipality 
against its mandate, predetermined objectives, outputs, indicators and targets, as set out in 
section 68 of the MFMA. 



18. 

There is a functioning performance management system and performance bonuses are only paid 
after proper assessment and approval by those charged with governance. 




17. Althpugh the financial statements and management information were submitted timeously, 
material adjustments were made to the financial statements as a result of errors noted 
during the audit. In addition, the municipality did not have an internal audit unit and an audit 
committee in place 1 resulting in a lack of monitoring and oversight^ 
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Investigations 

18. The following investigations were performed during the 2008-09 financial year: 

• A forensic investigation was conducted into digital evidence as well as recovery and 
analysis thereof in respect of electronic mail. 

• An investigation by the Department of Transport into a fraud committed during 2007-08 
is being conducted. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Report on performance information 

19. I was engaged to review the performance information. 

The accounting officer’s responsibility for the performance information 

20. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must include 
the annual performance report of the municipality, prepared by the municipality in terms of 
section 46 of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 
(MSA). 

The Auditor-General’s responsibility 

21. 1 conducted my engagement in accordance with section 13 of the PAA read with General 
Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008 and section 
45 of the MSA. 

22. In terms of the foregoing my engagement included performing procedures of a review 
nature to obtain sufficient appropriate evidence about the performance information and 
related systems, processes and procedures. The procedures selected depend on the 
auditor’s judgement. 

23. I believe that the evidence I have obtained is sufficient and appropriate to provide a basis 
for the findings reported below: 


Findings on performance information 
Non-compliance with regulatory requirements 
No reporting of performance information 

The municipality has not reported performance against pre-determined objectives, as required 
by section 45(b) of the MSA. 


Lack of adoption or implementation of a performance management system 
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24. The Kwa Sani Municipality did not implement a framework that describes and represents 
how the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement will be conducted, organised and 
managed, including determining the roles of the different role players, as required in terms 
of regulations 7 and 8 of the Municipal Planning and Performance Management 
Regulations, 2001. 

Existence and functioning of a performance audit committee 

25. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
regulation 14(2) of the Municipal Planning and Performance Management Regulations, 
2001 . 

Internal auditing of performance measurements 

The municipality did not develop and implement mechanisms, systems and processes for 

auditing the results of performance measurement as part of its internal audit processes, as 

required in terms of section 45 of the MSA. 

APPRECIATION 

The assistance rendered by the staff of the Kwa Sani Municipality during the audit is sincerely 

appreciated. 

Pietermaritzburg 


30 November 2009 



AUDITOR-GENERAL 


SOUTH AFRICA 


Auditing to build public confidence 
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Mr. S. P Gwacela 
The Municipal Manager 
KwaSani Municipality 
P. O Box 43 
Himeville 
3256 

28 October 2009 


Reference: 21455REG2008/09 


Dear Sir 

MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE AUDIT OF PERFORMANCE 
INFORMATION OF KWASANI MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 

INTRODUCTION 


This management report is provided to the municipal manager of KwaSani Municipality in 
connection with our audit of the financial statements and the review of the performance information 
for the year ended 30 June 2009. 

1. The report contains the following main subsections: 

• The Auditor-General’s responsibilities 

• The Accounting officer’s/authority’s responsibilities 

• Significant findings from our audit of the financial statements 

o Financial matters 
o Governance matters 

• Significant findings from our review of the performance information 

• Significant findings from [specific focus areas] 

• Information on audits conducted other than on the financial statements 

o Investigations 
o Performance audits 
o Special audits 

• Ratings of the audit findings 

• Summary of detailed audit findings 

Annexures A, B, and C contain information on the detailed audit findings. The detailed findings 
were communicated during the course of the audit and include management’s responses 
thereto. 
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THE AUDITOR-GENERAL’S RESPONSIBILITIES 

1. Our responsibility is to express an opinion on the financial statements and to report on findings 
related to our review of performance information. Our engagement letter sets out our 
responsibilities in detail. These include the following: 

• Planning and performing the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatements, whether caused by fraud or 
error. 

• Performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on our judgement, including the 
assessment of the risks of material misstatement of the financial statements. 

• Considering internal controls relevant to the entity’s preparation and fair presentation of the 
financial statements. 

• Evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management. 

• Evaluating the overall presentation of the financial statements. 

• Expressing an opinion on the financial statements based on the audit in accordance with 
the International Standards on Auditing (ISAs). 

• Evaluating non-compliance with applicable legislation relating to financial matters, financial 
management and other related matters. 

• Evaluating the appropriateness of controls, systems and processes to ensure the accuracy 
and completeness of reported performance information. 

• Reading other information in documents containing the audited financial statements. 

2. Because of the test nature and other inherent limitations of an audit, we do not guarantee the 
completeness and accuracy of the [group] financial statements or performance information, or 
compliance with all applicable legislation. 


Page 2 of 16 



THE ACCOUNTING OFFICER’S RESPONSIBILITIES 


3. The accounting officer’s responsibilities are set out in detail in the engagement letter. These 

include the following: 

• The preparation and fair presentation of the financial statements in accordance with the 
basis of accounting determined by National Treasury, as set out in accounting policy note 
land in the manner required by the Local Government Municipal Finance Management Act, 
2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act, 2008 (Act No. 20 of 
2008 (DoRA). 

• Designing, implementing and maintaining internal controls relevant to the preparation of the 
financial statements. 

• Selecting and applying appropriate accounting policies, and making accounting estimates 
that are appropriate in the circumstances. 

• Disclosing known instances of non-compliance or suspected non-compliance with laws and 
regulations, of which the effects should be considered when preparing financial statements. 

• Monitoring and reporting on performance against predetermined objectives. 

• Providing access to all information that is relevant to the preparation of the financial 
statements and performance information, such as records, documents and other matters. 

• Disclosing all matters concerning any risk, allegation or instances of fraud. 

• Accounting for and disclosing related party relationships and transactions. 
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SIGNIFICANT FINDINGS FROM OUR AUDIT OF THE FINANCIAL STATEMENTS 
FINANCIAL MATTERS 


Material misstatements not corrected at the date of this report 

4. No material findings were made during our audit. 

Material misstatements corrected during the audit 

5. [Include detailed information] 


Legend 

CE = Control environment (ISA 315.14(b) and A69-A75) 

The organisational structure does not address areas of responsibility and lines 
of reporting to support effective control over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and 
responsibility to facilitate control over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, 
disciplining and supervision of personnel. 

3 

Integrity and ethical values have not been developed and are not understood to 
set the standard for financial reporting. 

4 

The accounting officer/authority does not exercise oversight responsibility over 
financial reporting and internal control. 

5 

Management’s philosophy and operating style do not promote effective control 
over financial reporting. 

6 

The entity does not have individuals competent in financial reporting and related 
matters. 

7 

RA = Risk assessment 

Management has not specified financial reporting objectives to enable the 
identification of risks to reliable financial reporting. 

1 

The entity does not identify risks to the achievement of financial reporting 
objectives. 

2 

The entity does not analyse the likelihood and impact of the risks identified. 

3 

The entity does not determine a risk strategy/action plan to manage identified 
risks. 

4 

The potential for material misstatement due to fraud is not considered. 

5 

CA = Control activities 

There is inadequate segregation of duties to prevent fraudulent data and asset 
misappropriation. 

1 

General information technology controls have not been designed to maintain the 
integrity of the information system and security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions 
occurred, are authorised, and are completely and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting 
objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial 
reporting. 

5 

Policies and procedures related to financial reporting are not established and 
communicated. 

6 

Realistic targets are not set for financial performance measures, which are in 
turn not linked to an effective reward system. 

7 

1C = Information and communication 

Pertinent information is not identified and captured in a form and time frame to 
support financial reporting. 

1 

Information required to implement internal control is not available to personnel 

2 
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to enable internal control responsibilities. 


Communications do not enable and support the understanding and execution of 
internal control processes and responsibilities by personnel. 

3 

M = Monitoring 

Ongoing monitoring and supervision are not undertaken to enable an 
assessment of the effectiveness of internal control over financial reporting. 

1 

Reviews by internal audit, the audit committee or self-assessment are not 
evident. 

2 

Internal control deficiencies are not identified and communicated in a timely 
manner to allow for corrective action to be taken. 

3 


Funding of operations/Financial sustainability/Going concern 

6. No material findings were made during our audit 

Qualitative aspects of accounting practices 

7. No material findings were identified during our audit. 

Material losses/impairments 

8. No material findings were made during our audit. 

Unauthorised/ fruitless and wasteful/ irregular expenditure 

9. Unauthorised expenditure amounting to R22 349 656 was incurred during the year, primarily 
due to Housing projects initiated and funded by the Department of Housing. 

Budgetary control 

10. The approved budget of R18 169 098 was overspent by an amount of R22 349 656 for the 
2008/09 financial year. 

Accounting discipline 

11. No material findings were made during our audit. 

Financial indicators/ratios 

12. No material findings were made during our audit. 

Significant uncertainties 

13. No material findings were made during our audit. 

Financial reporting systems 

14. No material findings were made during our audit. 

Material inconsistencies in other information included in the annual report 

15. No material findings were made during our audit. 

Revision of the previously issued financial statements 

16. No material findings were made during our audit. 
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Accounting reforms 

17. No material findings were made during our audit. 
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GOVERNANCE MATTERS 


Internal audit 

18. No internal audit function was present at the municipality for the 2008/09 financial year. 

Audit committee 

19. The municipality did not have a functioning audit committee for the 2008/09 financial year. 

Management of risk 

20. No material findings were made during our audit. 

Prior year observations and recommendations addressed 

21. No material findings were made during our audit. 

Unavailability of key personnel 

22. No material findings were made during our audit. 

Adequacy and competence of financial reporting personnel 

23. No material findings were made during our audit. 

Unavailability of expected information 

24. No material findings were made during our audit. 

Late submission of financial statements 

25. No material findings were made during our audit. 

Related parties 

26. No material findings were made during our audit. 

Performance rewards 

27. No material findings were made during our audit. 

Non-compliance with applicable legislation 

28. Municipal Finance Management Act 

• Section 32 of the MFMA was not complied with in dealing with unauthorized expenditure 
amounting to R22 349 198 incurred during the year. 

• Section 166 of the MFMA was not complied with in that the Municipality did not have an 
audit committee n place for the 2008/09 financial year. 

• Section 165 of the MFMA was not complied with in that the municipality did not have an 
internal audit function during the 2008/09 financial year. 

• Section 65 of the MFMA was not complied with in that a number of invoices were not paid 
to creditors within the required 30 day period. 

Supply chain management regulations 

• SCM regulations were not complied with in that the municipality did not obtain three 
quotations for a number of payments made during the year. 

SCOPA / Oversight resolutions 


Page 7 of 16 



29. No material findings were made during our audit. 


Key governance responsibilities 

30. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internal control. Many of these have been addressed in detail above 
The table below reflects how certain of the financial and governance matters as well as other 
matters included under the reporting on performance information below, will be reported in the 
auditor’s report. 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in a 
timely manner 


1 . 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested information. 

X 


Quality of financial statements and related management information 


2. 

The financial statements were not subject to any material amendments resulting 
from the audit. 


X 

3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 


X 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines section 126 of the MFMA. 

X 


Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 

X 


Development and compliance with risk management, effective internal control 
and governance practices 


6. 

Audit committee 




The municipality had an audit committee in operation throughout the financial 
year. 


X 


The audit committee operates in accordance with approved, written terms of 
reference. 


X 


The audit committee substantially fulfilled its responsibilities for the year, as set 
out in section 166(2) of the MFMA. 


X 

7. 

Internal audit 




The municipality had an internal audit function in operation throughout the 
financial year. 


X 


The internal audit function operates in terms of an approved internal audit plan. 


X 


The internal audit function substantially fulfilled its responsibilities for the year, 
as set out in section 165(2) of the MFMA. 


X 

8. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 

X 


9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 

X 


10. 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 

X 


11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(c)(i)/95(c)(i) of the MFMA], 


X 

12. 

Delegations of responsibility are in place, as set out in section 79/106 of the 
MFMA. 

X 
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No. 

Matter 

Y 

N 

Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 

X 


14. 

SCOPA resolutions have been substantially implemented. 

X 


Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 


X 

16. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 


X 

17. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and delivery 
by the KwaSani Municipality against its mandate, predetermined objectives, 
outputs, indicators and targets (section 68/87 of the MFMA). 


X 

18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 


X 


Achievement of good practice indicators 

31. The following good practices are the drivers of audit results. We have indicated our 

assessment of the municipality’s achievement of these good practices, based on the matters 
included elsewhere in this report. 



Good practice 

Y 

N 

1 

Clear trail of supporting documentation that is easily available and provided 
timeously. 


X 

2 

Quality of financial statements and related management information. 

X 


3 

Timeliness of financial statements and management information. 

X 


4 

Availability of key officials during audits. 

X 


5 

Development and compliance with risk management and good internal control 
and governance practices. 

X 


6 

Leadership/supervision and monitoring. 

X 



32. [Include information here] 
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SIGNIFICANT FINDINGS FROM OUR REVIEW OF THE PERFORMANCE INFORMATION 

33. Performance information was not submitted for audit for the 2008/09 financial year. 
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INFORMATION ON AUDITS CONDUCTED OTHER THAN ON THE FINANCIAL STATEMENTS 


Investigations 

34. No material findings were made during our audit. 

Performance audits 

35. No performance audits were conducted during the year. 

Special audits 

36. No special audits were conducted during the year. 
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RATINGS OF DETAILED AUDIT FINDINGS 


37. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the auditor’s report. 

These matters should be addressed as a matter of urgency. 

• Other important matters - deficiencies that could adversely affect the entity’s ability to 
initiate, record, process and report financial data consistent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
accounting. Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 

• Administrative matters - non-material non-compliance with applicable legislation, or 
misstatements in the financial statements that are unlikely to affect the decisions of a user 
and do not affect the financial statements as a whole, or opportunities for improvement, or 
other matters of governance interest. 

These matters should be addressed at the discretion of the entity. 

38. Failure to address matters reported in a particular category may result in the matter being rated 
as more significant in the next financial year. 

APPRECIATION 

39. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the KwaSani Municipality during the audit. 


Yours sincerely 


Sandile Mnguni 

Senior Manager: KwaZulu-Natal 


Enquiries: 

Brian Marshall 

Telephone: 

(033) 264 7400 

Fax: 

(033) 264 7596 

Email: 

brianm@agsa.co.za 

Distribution: 

CEO 

CFO 


Audit committee chair 

Head of internal audit 
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SUMMARY OF AUDIT FINDINGS 


Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit 
report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2006/07 

2005/06 

2004/05 

Compl. with legisl. (non-AFS) 


No audit committee 

Compliance (Non- 
AFS) 

Control 

environment 







No 




*To Be Deleted* 


No internal audit funtion. 

Compliance (Non- 
AFS) 

Control 

environment 







No 




Performance information 


Perfomance Management System not in 
place. 

Performance 

information 

Control 

environment 







Yes 




Employee costs 


Annual Leave 

Financial 

Control 

activities 





✓ 


No 




Cash and cash equivalents 


Petty Cash. 

Financial 

Control 

activities 







No 




Employee costs 


No employment contract on file 

Control 

Control 

activities 





✓ 


No 




*To Be Deleted* 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit 
report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2006/07 

2005/06 

2004/05 


No authorisation for deductions 

Control 

Control 

activities 







No 




*To Be Deleted* 


No signature as formal authorisation of 
salary runs 

Control 

Control 

activities 





✓ 


No 




*To Be Deleted* 


No formal documentation maintained for 
housing allowances 

Control 

Control 

activities 







No 




Property, plant & equipment 


No asset # tags on additions 

Control 

Control 

activities 







No 




Employee costs 


Councilors remuneration understated 

Financial 

Control 

activities 







Yes 




*To Be Deleted* 


Salary increases 

Control 

Control 

activities 







Yes 




Commitments 


Contract not in place 

Control 

Control 

activities 







No 




Property, plant & equipment 


Useful lives of assets not in agreement 
with Accounting policy 

Control 

Control 

activities 







No 
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2006/07 

2005/06 

2004/05 

*To Be Deleted* 


Refuse site rehabilitation cost provision 

Financial 

Risk 

assessment 

process 







No 




Intangible assets 


Financial accounting system not disclosed 
as an intangible asset 

Financial 

Control 

activities 







No 




Property, plant & equipment 


Accounting policy on land and buildings 

Control 

Control 

activities 







No 




Operating expenditure 


No GRN's 

Control 

Control 

environment 







Yes 




Payables/accruals 


No creditors recons 

Control 

Control 

environment 







Yes 




*To Be Deleted* 


Non compliance with s65 MFMA 

Compliance (Non- 
AFS) 

Control 

activities 







No 




*To Be Deleted* 


No quotations 

Compliance (Non- 
AFS) 

Control 

activities 







No 




*To Be Deleted* 
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Unrecorded liability 

Financial 

Control 

activities 







No 




Unauthorised expenditure 


Unauthorised expenditure 

Financial 

Control 

activities 

✓ 






Yes 




Revenue 


Detailed testing overstatement 

Financial 

Control 

activities 





✓ 


No 




*To Be Deleted* 


Direct Income 

Control 

Control 

activities 





✓ 


Yes 




Performance information 


Performance information not produced for 
audit 

Performance 

information 

Control 

environment 







No 
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ANNEXURE A 


MATTERS AFFECTING THE AUDIT REPORT 
AUDIT REPORT: QUALIFICATION 

1. Financial accounting system not disclosed as an intangible asset (Intangible assets) 

Audit finding 

The audit of Property, plant and equipment revealed that the SAMRAS accounting package is 
disclosed as part of the capital assets of the municipality. This asset is intangible and should be 
classified as an intangible asset. 

The following programs are also shown in the asset register rather than in a register of intangible 
assets: 

Norton 2009 Anti virus Cost of R403.80 

Windows XP Professional Cost of R2 216.07 

Microsoft Office Business 2007 Cost of R2 708.53 

Root cause 

Accurate and timely recording of transactions and events has not taken place in that the asset has 
not been accurately disclosed as an intangible. 

Risk 

Capital assets are overstated and intangible assets are understated by R245 917.40 in the 
financial statements. 

Recommendation 

The disclosure of the SAMRAS system and the other software packages should be changed from 
under capital assets to intangible assets. 

Management Response 

The financial statements will be amended to disclose the assets as intangible. 

Name: N Collins 
Position: CFO 
Date: 29/10/2009 


Auditor's Response 



2. Unrecorded liability (Payables/accruals) 

Audit finding 

During the audit of creditors the following creditor was not recognized: 


Vote 

Account 

Month 

Amount (incl) (R) 

amount (excl) (R) 

14004442 

Removal fees 

June 2009 

127720.81 

112035.80 

14004442 

Removal fees 

February 2008 

66292.69 

58151.48 


Root cause 

Reviews of operations, processes and activities are not undertaken to ensure that they are in 
compliance with regulations, policies and procedures, or other requirements. 

Risk 

Creditors are understated by R194 013.50, expenses by R170 187.00 and VAT by R23 826.22. 

Recommendation 

The process of identifying creditors should be reviewed to ensure that all creditors are identified at 
year end. 

Management Response 

The financial statements will be amended to disclose the understated creditors. 

Name: N Collins 
Position: CFO 
Date: 29/10/2009 


Auditor's Response 




















3. No asset tags on additions (Property, plant & equipment) 

Audit finding 

During the physical verification of additions to fixed assets it was identified that no asset # tags 
were visible on the assets or in the fixed asset register. However was able to verify asset based on 
description in the fixed asset register. 



Asset 

Location 

No. 

Value (R) 

1 

Toyota Hilux 2400D Bakkie NUD 

1043 

Firestation 

n/a 

. 

2 

Mahindra Scorpio 2. 6TD 4x4 

Admin 

n/a 

72,709.72 

3 

Ford 2610 Tractor (blue) NUD 1255 

Himmeville 

n/a 

14,995.67 

4 

NUD 2159 Ford 2.2 LWB Ranger 
bakkie 

Works 

n/a 

90,962.47 

5 

Isuzu KB 260 Bakkie NUD 1541 

Works 

n/a 

. 

6 

Mitsubishi Canter FE7-115F&Tonne 
Hooklift System 

Refuse dumps 

n/a 

67,981.37 


Total 



246,649.23 


Root cause 

Accurate and timely recording of transactions and events. Transactions and events such as 
marking the assets, should be promptly performed. 

Appropriate documentation of transactions and internal control. Internal control and all other 
transactions and significant events need to be clearly documented and the documentation should 
be readily available for examination. All documentation and records should be properly managed 
and maintained. 


Risk 

Assets may be included in the fixed asset register that do not physically exist 

Recommendation 

All asset need to be coded so that one can link assets form the fixed asset register to the physical 
asset 


Management Response 

The assets have been tagged. 

Name: N Collins 
Position: CFO 
Date: 29/10/2009 


Auditor's Response 





































4. Refuse site rehabilitation cost provision (Property, plant & equipment) 
Audit finding 


KwaSani has two refuse sites neither of which were in use during the 2008/09 year. Considering 
that the one site is condemned and the other not in use, it is considered that they no longer 
have "useful lives". From the time that sites are put into use a provision should be put in place to 
provide for the costs of the closure/ rehabilitation of the site once the useful life of the site is over. 
However, no such provision exists for the KwaSani sites. These costs, calculated some years 
ago, have been estimated to amount to R1.4 million. 


Root cause 

Policies and procedures related to reliable financial reporting are not established and 
communicated throughout the entity, and reconciliations are not undertaken of records with the 
appropriate supporting documents. 


Risk 

Understatement of liabilities and operating costs disclosed in the financial statements. 

The omission of the potential costs resulting from the closure of the refuse sites may be considered 
to be a material misstatement of operating costs for the period under review. 


Recommendation 

Advice should be sought to assess the costs that will be incurred on closure, and the necessary 
accounting processes initiated to ensure correct treatment of the contingency. 

Management Response 

The financial statements will be amended to disclose the necessary potential cost. 

Name: N Collins 
Position: CFO 
Date: 29/10/2009 


Auditor's Response 



5. Unauthorised expenditure (Unauthorised expenditure) 

Audit finding 

During the perusal of the financial statements, it was noted that actual expenditure for 2008/09 
exceeded budgeted expenditure for a number of line items, as detailed below. 

The approved budget for expenditure of R18 169 098 was exceeded by actual expenditure for the 
year of R40 518 754 by an amount of R22 349 656 This is considered unauthorized expenditure: 


Item 

Actual Expenditure (R) 

Budgeted Expenditure (R) 

Variance (R) 

Bad debts 

1 468 861 

330 000 

(1 138 861) 

Repairs and maintenance 

682 370 

575 375 

(106 995) 

Contracted services 

4 758 508 

2 609 670 

(2 149 135) 

General expenses 

6 735 413 

5 316 575 

(1 418 838) 

Loss on scrapping of plant and 
equipment 

4 365 

0 

(4 365) 

Housing projects 

18 591 095 

22 339 300 

3 748 205 


Further, the requirements of section 32 of the MFMA have not been followed in dealing with the 
unauthorized expenditure from the 2007/08 or 2008/09 financial years. 

Root cause 

Reconciliations are not undertaken of records with the appropriate documents, for example, 
budgets to actual expenditure. 

Reviews by management of performance against actual and an analysis of significant variances 
are not undertaken. The processes and activities established to achieve the objectives are not 
reviewed to determine if improvements are needed. 


Risk 

Unauthorised expenditure has been incurred. 

The requirements of section 32 of the MFMA have not be followed in dealing with the unauthorized 
expenditure. 


Recommendation 

Steps should be taken to ensure regular reconciliations are performed of budget to actual 
expenditure so as to detect early any risk of overspending. 

Use should be made of an adjustments budget to include unexpected revenue such as for housing 
for the 2008/09 year. 


Management Response 

Recommendation will be followed in future. Weekly management meetings have been introduced 
where the budget vs. actual is analysed. Furthermore Council has implemented a quarterly review 
of budget process. 

The variance for the bad debts is as a result of an additional provision for bad debts of R 1 138 861 
more than budget. There is a culture of non-payment in the municipality, and the recovery of 
outstanding debts has, and is, receiving on going attention. 


The variance for the repairs and maintenance is as a result of unforeseen repair costs to buildings 
and vehicles. 

































The variance for the contracted sen/ices is as a result of additional work being undertaken by 
consultants with regard to the municipal properties act. The need to revalue certain properties and 
the related public by in process was unforeseen when preparing the budget. A revaluation of 
agricultural properties resulted in a supplementary roll being produced. This process resulted in 
additional costs for a project manager and second independent valuer. All these cost were funded 
by grants. Furthermore an additional allocation for the municipal finance management grant was 
received, this too was unforeseen. The resultant costs to appoint consultants to assist the 
municipality with various financial management aspects has contributed to the additional 
contracted services costs. Again all these costs were grant funded. 

The variance for general expenses is as a result of additional operating costs being incurred out of 
the revaluation undertaking referred to above. These costs were funded from grants. Furthermore 
the municipality supplied free basic services in the form of alternative energy stoves, gel, lamps 
and oil to indigent households. This process cost R 1 208 846 and was funded from grants rolled 
over from previous years. 

The loss on scrapping of the plant and equipment was unforeseen. 

The financial statements have been adjusted to reflect the budget for the housing projects of R 22 
339 300. 

Please refer to appendix E (i) of the financial statements. The total net variance of income and 
expenditure is R 631 013 (adverse), and this represents only 1.6% of the total budgeted 
expenditure. 

Name: N Collins 
Position: CFO 
Date: 29/10/2009 


Auditor's Response 



AUDIT REPORT: OTHER MATTERS 


6. No audit committee (Compl. with legisl. (non-AFS)) 

Audit finding 

The first Audit Steering Committee meeting for the 2008/09 year established that an Audit 

Committee was not in place for the 2008/09 year. 

The following concerns are noted in this regard: 

• Section 166(1) of the MFMA, which requires each municipality to have an audit committee, has 
not been complied with. 

• Council and management have not been advised, as required by section 166(2)(a) of internal 
financial control, risk management, financial reporting, performance management, effective 
governance, compliance with the MFMA and other applicable legislation, performance 
evaluations. 

• The financial statements have not been reviewed as required by section 166(2)(b) of the 
MFMA. 

• The Committee have not advised council on matters raised by the Auditor-General of South 
Africa as required by section 166(2)(c) of the MFMA. 

• The Committee did not meet during the year as required by section 166(4) of the MFMA. 

• Any amounts paid over for the service are considered to be fruitless and wasteful expenditure 
in terms of section 32 of the MFMA and must be dealt with in line with the requirements of that 
section. 

Root cause 

Reviews of operations, processes and activities were not undertaken and followed up on a regular 

basis by Management to ensure that there was compliance with section 166 of the MFMA, in that a 

functioning Audit Committee was not in place for the 2008/09 financial year. 

Risk 

• Fruitless and wasteful expenditure was incurred in respect of the Audit Committee as it did not 
meet and no benefits were derived from the Committee. 

• Non compliance with section 166 of the MFMA 

• No functions were performed, including the reviewing of internal controls, reports and financial 
statements. 


Recommendation 

Every effort must be made to establish an Audit Committee in terms of section 166 of the 
MFMA. Any amounts paid for the service should be recovered as they are considered fruitless and 
wasteful expenditure. 

Management Response 

An audit committee will be established. 

Name: N Collins 
Position: CFO 
Date: 29/10/2009 


Auditor's Response 



7. No internal audit funtion. (Compl. with legisl. (non-AFS)) 

Audit finding 

The first Audit Steering Committee meeting revealed that there was no internal audit unit in 

operation during the 2008/09 year. 

The following concerns are noted in this regard: 

• Section 165(1), which requires each municipality to have an internal audit unit, has not been 
complied with. 

• The Accounting officer has not been advised on internal controls, accounting procedures and 
practices, risk and risk management, performance management, loss control and compliance 
with legislation, important benefits derived from an internal audit function. This is in 
contravention of section 165(2) of the MFMA. 


Root cause 

Reviews of operations, processes and activities were not undertaken and followed up on a regular 
basis by Management to ensure that there was compliance with section 165 of the Municipal 
Finance Management Act, in that a functioning Internal Audit was not in place for the 2008/09 
financial year. 

Risk 

Non-compliance with section 165 of the MFMA. 


Recommendation 

Every effort must be made to establish an internal audit function for the municipality. 

Management Response 

The shared service with the district municipality for the function of internal audit has been 
terminated. The municipality is in the process of appointing a service provider to undertake this 
function. 

Name: N Collins 
Position: CFO 
Date: 30/10/2009 


Auditor's Response 



8. Non compliance with s65 MFMA (Payables/accruals) 
Audit finding 


The audit of creditors revealed that payments are not always made within the required 30 days 
period. The Municipality is thus in contravention of section 65(2)e of the Municipal Finance 
Management Act, (Act No. 56 of 2003). The following cases are examples of payments made after 
30 days of invoice date: 


Creditor 

Invoice date 

Payment date 

Days 

DS Barnett 

2009/05/18 

2009/07/01 

43 

Kwanaloga 

2009/04/01 

2009/07/02 

93 

Mcintosh Nzimande 

2009/04/30 

2009/07/02 

64 


Root cause 

Ongoing monitoring - Ongoing monitoring and supervision are not undertaken to enable 
management to determine whether internal control over financial reporting is present and 
functioning. 

Separate evaluations - Separate evaluations, such as the consideration of the risks assessed, self 
assessment processes, reviews by the internal audit function and an effective audit committee, are 
not evident. 

Reporting deficiencies - Internal control deficiencies are not identified and communicated in a 
timely manner to those parties responsible for taking corrective action, and to management and the 
Municipal Manager as appropriate. 


Risk 

Non compliance with section 65 of the MFMA 


Recommendation 

Management should ensure, through effective monitoring, that invoices are settled within 30 days. 


Management Response 

At the end of the financial year the municipality was not 
Name: 

Position: 

Date: 


Auditor's Response 





















9. No quotations (Payables/accruals) 

Audit finding 

The required three quotes, in accordance with SCM regulations, were not met for the following 
expenses: 


Supplier 

Description 

Date 

Cheque / ACB No. 

Amount (R) 

PTG Mkhize 

Translation of by laws 

2008/08/11 

936 

8050 

Estuary Hotel 

Conference 

2009/01/19 

1435 

12320 


Root cause 

Reviews of operations, processes and activities are not undertaken to ensure that they are in 
compliance with regulations, policies and procedures, or other requirements. 


Risk 

Higher prices may be paid than necessary. 


Recommendation 

If the requirement is that three quotations be obtained then management should ensure that three 
quotes are obtained to consider for supplying the service. 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 




















AUDIT REPORT: OTHER REPORTING RESPONSIBILITIES 

10. Performance information not produced for audit (Performance information) 

Audit finding 

During the Audit Steering Committee, it was confirmed that the Municipality would not submit a 
Performance Information Report for the 2008-09 financial year. 


Root cause 

No reviews of operations, processes and activities in place to ensure compliance with the MSA, as 
no formalised performance management system has been fully implemented by the Municipality. 


Risk 

Non-compliance with the MSA 

Municipality's service delivery is not being measured against pre-determined performance 
indicators. 


Recommendation 

This Office to be advised as to why the Performance Management System has not been fully 
implemented. 

Further, this Office should be informed when the Municipality plans to implement the performance 
management system in order to fully comply with the requirements of the MSA. 


Management Response 

A performance management system has been implemented in the 2009/2010 financial year. The 
implementation did not take place in the 2008/2009 year because there was no funding available to 
procure a system. 

Name: N Collins 
Position: CFO 
Date: 6/11/2009 


Auditor's Response 



11. Performance Management System not in place. (Performance information) 
Audit finding 


During the Audit Entrance Meeting, it was confirmed that the Municipality had not implemented a 
formal Performance Management System as required by chapter 6, section 38 of the Municipal 
Systems Act, (Act No. 32 of 2000) (MSA), and that no report on Performance Information was to 
be issued by the Municipality for the 2008-09 financial year. 


Root cause 

Human resources - Human resource policies and practices have not been designed and are not 
implemented to facilitate effective recruitment, orientation, training, evaluation, compensation, 
disciplining and supervising of personnel. 

Identification of objectives - Management has not specified the financial reporting objectives with 
sufficient clarity and criteria to enable the identification of risks to reliable financial reporting. 
Performance measurement and reward - Realistic targets are not set for performance 
measurement and this is in turn not linked to an effective performance reward system. 


Risk 

Non-compliance with the MSA 

Municipality's service delivery is not being measured against pre-determined performance 
indicators. 


Recommendation 

Every effort must be made to adopt and implement a system of Performance management and 
begin to evaluate and measure staff and suppliers accordingly. 

Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



ANNEXURE B 


OTHER IMPORTANT MATTERS 

1. Petty Cash. (Cash and cash equivalents) 

Audit finding 

During the auditing of petty cash, the following weaknesses were noted: 

• The Petty Cash requisition form is not completed and signed by the specific Head of the 
Department when petty cash requested 

• No details of the vote to be debited are shown on the petty cash voucher (no actual requisition 
form) 

• No control form is completed and signed by the requestor, when reimbursements are done. 

• Petty cash vouchers are not signed by the person responsible for petty cash 


Root cause 

Reviews of operations, processes and activities are undertaken to ensure that they are in 
compliance with regulations, policies and procedures, or other requirements. 

Risk 

Unauthorised / Misuse of petty cash. 

Petty cash may be used for the purchase of non-essential / unnecessary goods, resulting in 
fruitless and wasteful expenditure being incurred. 


Recommendation 

Petty cash requisitions should be completed and signed by a responsible official before petty cash 
is released. Supporting documentation should be filed as evidence of goods purchased and paid 
for through the petty cash. 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



2. Councilors remuneration understated (Employee costs) 

Audit finding 

During the auditing of employee costs it was noted that councilors remuneration was understated 
by R5 341.51 due to back pay for cell phone allowances, paid over during the year, not being 
accounted for in the ledger for 2008/09. 


Root cause 

Reconciliations are not undertaken of records with the appropriate documents, for example, pay 
records with the ledger. 

Risk 

Employee costs is understated by R5 341.51. 


Recommendation 

Management should correct the error to ensure that employee costs are accurately disclosed for 
2008/09. 

Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



3. Salary increases (Employee costs) 

Audit finding 

The following employees received salary increases greater then the rate stipulated by the 
Bargaining council of 8.3% 


Name 

Employee # 

Previous notch (R) 

New notch (R) 

% 

Sondezi 

1054 

110469 

149736 

35.5 

Knox 

1062 

81043 

120000 

48 

Heathcote 

1055 

48329 

60000 

24 


Management has not produced council approval for these higher than agreed increases. 

Root cause 

Verification of transactions and events takes place before and after processing, for example, goods 
received are verified with the order and the order is verified with the invoice received. Inventory is 
verified by stocktakes. 


Risk 

Employees may receive salary increases higher than agreed to in the bargaining council. 

The municipality may suffer financial loss if the increases were not taken through the appropriate 
approval process. 


Recommendation 

Council approval of these salary increases should be provided for audit. 

Management Response 

Name: 

Position: 

Date: 


Auditor's Response 

























4. Annual Leave (Employee costs) 

Audit finding 


In terms of the Basic Conditions of Employment Act and SALBC Section 7(5): Any leave in excess 
of forty-eight (48) days may be encashed should the employee be unable to take such leave as a 
result of operational requirements. If, despite, being afforded an opportunity to take leave, an 
employee fails, refuses or neglects to take the remaining leave due to him during this period, such 
remaining leave shall fall away/ be forfeited. 

The following employees had leave balances in excess of the allowed balance of 48 days at 30 
June 2009: 



Employee Name 

Employee 

Number 

Leave Balance at the 
Beginning of the year. 

Leave Balance at the end of 
the year 

1 

Mr. AL Payn 

1006 

68 

53 

2 

Ms. FY Christensen 

1013 

103 

99 

3 

Ms. MT Molefe 

1027 

62 

52 

4 

Mr. N Luswazi 

1041 

84 

53 

5 

Mr. PN Mncwabe 

1060 

55.25 

55.25 

6 

Mr. MC Sibethe 

1083 

56 

54 

7 

Mr. RM Duma 

1085 

53 

53 


Root cause 

Ongoing monitoring - Ongoing monitoring and supervision are not undertaken to enable 
management to determine whether internal control over financial reporting is present and 
functioning. 

Separate evaluations - Separate evaluations, such as the consideration of the risks assessed, self 
assessment processes, reviews by the internal audit function and an effective audit committee, are 
not evident. 


Risk 

The leave provision may be misstated as leave must only be provided up to a maximum of 48 days 
per staff member. 


Recommendation 

The above matter should be investigated and this Office advised why the balances were in excess 
of the maximum allowed balance of 48 days at year end. 

Further, it is inquired as to what steps management will take to correct this situation, in order to 
comply with SALBC agreement. 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 





































5. No employment contract on file (Employee costs) 

Audit finding 

During the auditing of employee costs it was noted that the following employees had no signed 
employment contract in their personnel file. 

1. N. Collins (employee # 1002) 

2. ZF. Shezi (employee # 1034) 

3. S. McAlistair (employee # 1003) 

4. MN Dlamini (employee # 1086) 


Root cause 

Appropriate documentation of transactions and internal control. Internal control and all other 
transactions and significant events need to be clearly documented and the documentation should 
be readily available for examination. All documentation and records should be properly managed 
and maintained. 


Risk 

Staff may be appointed at the municipality without a valid employment contract being signed. 

Staff may not be assigned their responsibility through a valid and binding employment contract. 

These risks are however mitigated by the presence of a signed letter of appointment, which is 
maintained on file 


Recommendation 

The above matter to be investigated and this Office advised whether: 

a) There are signed employment contracts in place for the staff concerned. 

b) Management to ensure that a signed copy of the employment contract is maintained on file. 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



6. No authorisation for deductions (Employee costs) 

Audit finding 

During the auditing of employment related costs it was identified that authorisation for municipality 
accounts deductions for the following employees were not maintained on their personal files. 

N. Collins (1002) 

S. McAlister (1003) 

P. Davis (1005) 


Root cause 

Reconciliations are not undertaken of records with the appropriate documents, deductions with 
deduction authorization forms. 


Risk 

Unauthorised deductions may be made from staff salaries 

Recommendation 

Documentation authorised by employees should be maintained for all non regulation salary 
deductions 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



7. No signature as formal authorisation of salary runs (Employee costs) 

Audit finding 

During the auditing of employment related costs it was identified that a number of salary runs for 
the period 02 July 2008 to 30 June 2009 were not signed by the CFO or a delegated official to 
certify completeness and accuracy of salary runs. 


Root cause 

Supervision (reviewing and approving) to ensure that internal control objectives are achieved. This 
includes supervisory duties, and reviewing each staff member’s work. The necessary guidance and 
training should also be provided. 


Risk 

Salary runs may be inaccurate. 

Employee costs may be over or understated. 


Recommendation 

Management to ensure that salary runs are checked and signed as been accurate on a monthly 
basis 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



8. No formal documentation maintained for housing allowances (Employee costs) 

Audit finding 

Per inspection of the personnel files, supporting documentation for the housing allowance of S. 
McAlister (1003) and N. Collins (1002) could not be found. 


Root cause 

Appropriate documentation of transactions and internal control was not apparent. Internal control 
and all other transactions and significant events need to be clearly documented and the 
documentation should be readily available for examination. All documentation and records should 
be properly managed and maintained. 


Risk 

Allowances may be paid to staff members who don’t own housing. 


Recommendation 

Documentation in support of these allowances should be kept on personal files and be available for 
audit. 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



9. No GRN's (Operating expenditure) 

Audit finding 

During the audit of expenses it was discovered that the municipality does not prepare Goods 
received notes for all goods received. 


Root cause 

Verification of transactions and events does not take place before and after processing, ie goods 
received are verified with the order and confirmed on the GRN and the order is verified with the 
invoice received. 


Risk 

Receiving goods not actually ordered. 

No proof of checking condition of goods. 

The municipality may be charged for goods not actually ordered or delivered. 


Recommendation 

All goods received should be checked against the original order and a GRN completed and signed 
by the goods receiving clerk. 

The condition of goods should be checked by the goods receiving clerk. 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



10. No creditors reconciliations (Payables/accruals) 

Audit finding 

During the auditing of creditors it was discovered that the management does not prepare 
reconciliations between the creditors ledger and creditors statements. 


Root cause 

Reconciliations are not undertaken of records with the appropriate documents, ie creditors 
accounts are reconciled with the sub ledger. 


Risk 

Payment of incorrect amounts to creditors. This risk is mitigated by the fact that creditors are paid 
based on the original invoice on which a payment voucher is attached and approved by 
management. 

Creditors may be incorrectly disclosed at year end due to management not knowing the exact 
accounts outstanding. 


Recommendation 

Monthly recons between the creditors ledger and creditors statements should be prepared prior to 
effecting payment. 


Management Response 

Name: 

Position: 

Date: 


Auditor's Response 



11. Useful lives of assets not in agreement with Accounting policy (Property, plant & 
equipment) 

Audit finding 

Accounting policy 5 in the 2008/09 financial statements shows the useful lives of the various assets 
of the municipality. However, some of these differ from those stated in the assets register. 

It was noted that roads are stated in the policy at a life of 10 years yet in the register, on page one 
and two, numerous roads are shown at 20 years. These, and the applicable calculations, are 
shown at appendix A. 


Comment [SI]: Is the GRAP 
implementation plan disclosed in the 
financial statements as required by 
Treasury? 


As a result of the depreciation on these assets being calculated incorrectly depreciation and 
accumulated depreciation has been understated by at least R200 380 and PPE overstated by the 
same amount. 


Comment [S2]: Is this not a qualifying 
item? 


Root cause 

Ongoing monitoring - Ongoing monitoring and supervision are not undertaken to enable 
management to determine whether internal control over financial reporting is present and 
functioning. 

Reconciliations are not undertaken of records with the appropriate documents, being the asset 
register with the accounting policy. 


Risk 

Assets may be depreciated at rates different from the rates that should be used. This may affect 
the accuracy of the values of assets reflected in the financial statements. 


Recommendation 

Steps should be taken to align the useful lives of assets in the register with that stated in the 
accounting policy note. The misstatement in the financial statements caused by this error should 
be corrected and the financials restated at the correct values. 


Management Response 

1. Useful lives - Roads 

Depending on the type of road, some are depreciated over 10 years and some are depreciated over 20 
years. 

I suggest that the accounting policy note be changed from 10 years - to 10-20 years. 

This we will do when all the communications affecting the financial statements have been received. 

Name: Phil Harvey 
Position: Consultant 
Date: 26/10/2009 


Auditor's Response 




12. Accounting policy on land and buildings (Property, plant & equipment) 
Audit finding 


The accounting policy on land and buildings, note 6, does not clearly state how land and buildings 
are to be disclosed. The note should state on what basis disclosure is made, which should be cost 
or revaluation. If the method is revaluation then the regularity (how often) with which revaluations 
are performed must also be stated. 


Root cause 

Reviews of operations, processes and activities have not been undertaken to ensure that there is 
clarity on this matter. 


Risk 

Land and buildings may be disclosed in a way that is not in agreement with the accounting policy 
of the municipality. 


Recommendation 

The accounting policy should be made clearer so that no uncertainty or ambiguity exists regarding 
disclosure. 


Management Response 

4. Accounting policy on land and buildings 

The accounting policy will be amended so that there is no uncertainty or ambiguity. 

This we will do when all the communications affecting the financial statements have been received. 

Name: Phil Harvey 
Position: Consultant 
Date: 26/10/2009 


Comment [S3]: Is this not a qualifying 
item? How do we know if the values 
stated are correctly if the policy is not 
clear as to often they should perform 
revaluation? 


Auditor's Response 



13. Detailed testing overstatement (Revenue) 

Audit finding 

During the auditing of revenue it was noted that the following supporting documents were 
not provided for audit purposes: 


|Date 


Amount (R) |Vat (R) 

[Total (R) 1 

1500 1725: Vendor Permits 

|02/07/2008 

|l8283 

io.oo| 


io.oo| 

1700 1300 117071 1708: Building plans 

12/9/2008 

19156 

4,587.72 

642.28 

5,230.00 

24/02/2009 

23004 

2,614.04 

365.97 

2,980.01 

29/04/2009 

24729 

1,517.55 

212.46 

1,730.01 

04/05/2009 

24922 

2,700.00 

378.00 

3,078.00 

28/05/2009 


1,547.00 

216.58 

1,763.58 

05/06/2009 

25820 

35,820.00 

5,014.80 

40,834.80 

29/06/2009 

26234 

1,026.32 

143.68 

1,170.00 


Total 56,786.40 


Root cause 

Appropriate documentation of transactions and internal control. Internal control and all other 
transactions and significant events need to be clearly documented and the documentation should 
be readily available for examination. All documentation and records should be properly managed 
and maintained. 

Control activities are not effective to ensure that supporting documentation is properly filed and 
available for auditing purposes. 


Risk 

The occurrence, accuracy, completeness, classification of these receipts cannot be determined. 


Recommendation 

Documentation in support of revenue should be kept and filed in a systematic manner so that it is 
readily available for inspection. 

Management Response 

The invoice books used will be numbered and recorded in the face value register. The supporting 
documentation will be filled systematically. Regular checks will be conducted to ensure records are 
in place. 

Name: N Collins 
Position: CFO 
Date: 6/11/2009 


Auditor's Response 















































14. Direct Income (Revenue) 

Audit finding 

During the inspection of direct income the following weakness was noted: 

Hall Hire Deposits / Refunds: 

• No register is maintained to record hall hire deposits and refund of deposits. Only a diary is 
used to record bookings but it shows no record of deposits. 

• No reconciliations performed on a monthly basis reconciling hall hire deposits and refunds to 
amounts recorded in the general ledger. 

• This matter was raised in the 2007/08 management report. A diary is now being kept for 
bookings but there is still no reconciliation of deposits performed. 

• As a result, the completeness, accuracy, occurrence of hall hire revenue could not be 
determined. 


Root cause 

Reconciliations are not undertaken of records with the appropriate documents, being hall deposits 
reconciled to refunds and the ledger. 

Appropriate documentation of transactions and internal control. Internal control and all other 
transactions and significant events need to be clearly documented and the documentation should 
be readily available for examination. All documentation and records should be properly managed 
and maintained. 

Reviews of operations, processes and activities are not undertaken to ensure that they are in 
compliance with regulations, policies and procedures, or other requirements. This review should 
not be confused with monitoring as discussed below. 


Risk 

Revenue that is received may not be recorded, may be recorded at incorrect amount and refunds 
of deposits or lack thereof may not be documented and accounted for. 


Recommendation 

The municipality should have a register for direct income from Hall hire and this should be 
reconciled monthly to the ledger. 


Management Response 

A register will be implemented, this will be reconciled monthly. 

Name: N Collins 
Position: CFO 
Date: 6/11/2009 


Auditor's Response 



